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Foreword 


The purpose of this booklet is to provide information relative to 
the transaction value system of Customs valuation in a format 
designed to answer particular questions you may have about this 
Proposed new system of valuation. The questions and answers in 
this booklet are divided into segments to address each of these 
methods and other areas of concern associated with the propos- 
ed transaction value system. Major aspects of the new system 
are examined as separate issues to enable the reader to focus on 
the areas of greatest interest. 


Should you require further information relative to the transaction 
value system, other publications and Customs. D-Memoranda are 
available. As the January 1, 1985 date of implementation | 
approaches, additional information will be available. Please con- 
tact the International Valuation Directorate where officers will be 
pleased to discuss any questions you may have concerning the 
new system of valuation. The address is: 


Department of National Revenue, 
Customs and Excise, 
Customs Programs Branch, 
International Valuation Directorate, 
191 Laurier Ave. West, 
Sir Richard Scott Bldg., 
Ottawa, Ontario. 
K1A OLS 
Telephone (613) 995-2498 

(613) 995-2567 
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NOTE 


it is important to note that references to the valuation legislation con- 
tained in these questions and answers pertain to the Revised Draft 
Amendments to the Customs Act: Value for Duty. (December 1981) 


With the approval of Parliament, these proposed amendments will 
become law. As stated, the anticipated date of implementation for these 
changes to the valuation system is January 1, 1985. 


International Valuation Directorate 
Ottawa 
November 1983 
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2.Q. 


A. 


3.Q. 


General introductory 
Questions 


When will Canada officially adopt the new system of Customs 
Valuation? 


The new system of valuation based on the General Agreement 
on Tariffs and Trade (GATT) Valuation Code is being introduc- 
ed in Canada as an amendment to the Customs Act. The new 
legislative provisions must be passed by the Canadian Parlia- 
ment before they become law. This is expected to occur dur- 
pees with the new law coming into effect on January 1, 


To what extent will the change in valuation systems affect the 
value for duty of goods entering Canada? 


For the most part, the value for duty of imported goods will 
not change with the introduction of the new system. Most 
importers who purchase at arm’s length from a foreign sup- 
plier will continue to pay duty based on the selling price of the 
goods. Those importers whose importations originate primarily 
from suppliers to whom they are related, may be requested to 
demonstrate that the relationship did not influence the price 
or to submit, as a means of comparison, a value for duty 
which had been previously determined for identical or similar 
goods and which closely approximates the price paid or 
payable of the goods being appraised. This value would serve 
as a test to determine if the price paid or payable of goods im- 
ported from a related supplier was acceptable as the transac- 
tion value. 


Will it be necessary to obtain a ruling from Customs before 
importing goods under the new system? 


Generally, it will not be necessary to obtain a ruling from 


_ Customs prior to importing goods. However, it may often be 


desirable to do so where circumstances exist that may cause 
some uncertainty as to the value for duty which is to be 
declared. In such cases, Customs would examine the existing 
conditions with respect to the transaction and provide an 
opinion as to the proper value to be declared. 


Rulings will be provided by Customs on request prior to the 
date of the proposed implementation. For more information on 
this, contact: 


Revenue Canada, 
Customs and Excise, 


International Valuation Directorate, 


191 Laurier Ave. W., 


Sir Richard Scott Building, 


Ottawa, Ontario. 

K1A OL5 

Telephone: (613) 995-2498 
(613) 995-2567 


4.Q. What countries have already adopted the GATT Valuation 
Code as the basis for value for duty? 


A. 


The following countries have already implemented the GATT 
Valuation Code as the basis for value for duty. 


Australia 

Belgium 

Canada (January 1, 1985) 
Denmark 

Federal Republic of Germany 
Finland 

France 

Greece 

Hong Kong 

Hungary 


_ Italy 


Japan 


Luxembourg 
Netherlands 
New Zealand 
Norway 
Republic of Ireland 
Romania 
Sweden 
Switzerland 
South Africa 
United Kingdom 
United States 
Yugoslavia 


In addition, the following countries have indicated they will 
introduce the new system of valuation by 1986. 


Argentina 

Brazil 

India 

Republic of Korea 
Spain 


9.Q. 


A. 


6.Q. 


By what method(s) of valuation is the value for duty deter- 


ee under Canada’s proposed amendments to the Customs 
ct? 


The primary basis for the determination of value for duty is the 
transaction value of the imported goods. When the value for 
duty cannot be determined on this basis, the Customs Act pro- 
vides five alternative methods of valuation which are to be 
applied in sequential order. These methods, listed in order of 
precedence are: 


— the identical goods method; 
— the similar goods method; 
— the deductive method; 

— the computed method; and 
— the residual method. 


It should also be noted that the legislation provides that the 
importer has the option to reverse the order of application of 
the deductive and computed methods. 


Can any other method(s) be used to determine the value for 
duty? 


No. the Customs Act specifically provides for one primary 
method and five (5) alternative methods for determining valua- 
tion. This conforms to the GATT Customs Valuation Code to 
which Canada is a signatory. Under the Code, all signatories 
are expected to value imported goods according to the 
methods established. 


7.Q. 
A. 


8.Q. 


Transaction Value 


What is the transaction value method? 


Transaction value is the price actually paid or payable for 
goods when sold for export to the country of importation, 
adjusted as necessary. This is the primary basis of valuation 
used to value most goods entering Canada. This method of 
valuation focuses mainly on the value which a purchaser and 
vendor attach to goods in an open-market, export transaction. 
For the most part, value for duty is based on the selling price 
in the export transaction. However, in certain instances the 
price could be adjusted. For example, the price may be 
adjusted upwards to account for certain charges such as com- 
missions and packing charges, if incurred by the buyer, and 
adjusted downwards to account for certain other charges, 
such as transportation costs, if neiaed | in the price paid or 
payable. 


in what circumstances would the transaction value not be 
accepted as the value for duty? 


There are four major circumstances which, if they occur, 
would preclude the acceptance of transaction value as value 
for duty. The transaction value method cannot be used as the 
value for duty: 


— if the use or dispostion of the goods by the purchaser is 
subject to some restriction; 

— if the sale is subject to a condition or consideration for 
which a value cannot be determined; 

— if the value of any part of the proceeds of any subsequent 
resale or disposal cannot be included in the price paid or 
payable; or 

— if arelationship exists between the vendor and purchaser 
which influences the price paid or payable for the goods. 


Additional information is contained in draft Memorandum 
D13-2-2 (GATT), ‘‘Limitations on the Use of Transaction Value’. 


Related Party Transactions 


9.Q. In reference to a related party transaction, how may an 


importer establish that a “relationship” has not influenced the 
price paid or payable? 


A. The importer may demonstrate an absence of influence 
through several measures including the following: the importer 
could furnish information which would show that the parties 
to the transaction acted in a manner consistent with the nor- 
mal pricing practices of the industry; or the importer may be 
able to demonstrate (in co-operation with the vendor) that a 
price to a related purchaser was settled in a manner consis- 
tent with the way the vendor settles prices for sales to 
unrelated customers; or it may be possible to demonstrate 
that the price in the sale to the related purchaser is adequate 
to ensure recovery of all costs plus a profit which is represen- 
tative of the firm’s overall profit realized over a representative 
period of time. Please refer to Customs draft Memorandum 
D13-2-3 (GATT), ‘““Related Persons,” which provides more 
detailed information. 


1 0.Q. in a sale between related parties where the price covered all 
costs but no profit, would that circumstance cause the trans- 
action value to be disregarded? 


A. Not necessarily. There are no statutory minimums for profit 
and general expenses. If the price had been settled in a man- 
ner consistent with the normal pricing practices of the 
industry in question or with the way the vendor settles prices 
for sales to purchasers who are not related, this would 
demonstrate that the price had not been influenced by the 
relationship and Customs would accept the transaction price. 


11.a. 


A. 


12a. 


Test Values 


What is a “‘test value” and how is it used under the transac- 
tion value system? 


Under the transaction value system, the transaction value ina 
sale between related companies may be acceptable as the 
value for duty provided that the relationship did not influence 
the price, or the importer demonstrates that the transaction 
value closely approximates a “test value” as provided in the 
Customs Act. A ‘‘test value” is essentially a value of identical 
or similar goods which were exported at the same or substan- 
tially the same time as the goods being appraised and is the 
value for duty of the identical or similar goods. The legislation 
provides the following test values: - 


— the transaction value of identical goods in sales between 
unrelated parties; : 

— the transaction value of similar goods in sales between 
unrelated parties; 

— the deductive value of identical/ similar goods; and 

— the computed value of identical/similar goods. 


The test value would be used by Customs as a comparison to 
the value of the goods which are being appraised. Since the 
test values would have previously been accepted by Customs 
as a value for duty, the comparability of the value of the goods 
being appraised with the “test” value may indicate its accep- 
tability. 


In determining the acceptability of a price between related 


_ parties, must the importer demonstrate that the price closely 


13.aQ. 


approximates all the test values and also show that the price 
was not influenced by the relationship? 


No. In cases where it is established that the price was not 
influenced by the relationship, the test values need not be 
considered. Conversely, if the price closely approximates any 
one of the test values, it is not necessary to demonstrate that 
the price was not influenced by the relationship. 


Can a test value be used as the basis to appraise the goods 
being imported? 


No. Test values are provided in the legislation solely for the 
purpose of determining whether a related-party transaction 
price is acceptable as a transaction value. Test values serve as 
a means of comparison only and are never to be used as a 
basis for appraisal. 


14.a. 
A. 


15.aQ. 
A. 


16.a. 
A. 


How does one determine whether a price “closely approxi- 
mates” a test value? 


Precise guidelines have been issued in determining whether a 
price “closely approximates” a test value. In determining 
whether values closely approximate a test value, these guide- 
lines take into consideration any relevant factors such as the 
nature of the goods or the industry, and differences relating to 
commercial levels, quantities, and commissions. For more 
details on the various guidelines applicable, the reader should 
consult draft Memorandum D13-2-3 (GATT), “Related Persons”, 
as well as Regulation 3 of the Valuation for Duty Regulations. 


What adjustments to the test value could be made? 


Adjustments may be made for differences in commercial level, 
quantity and other costs or charges that are not included in 
the goods being tested to provide an equitable basis for com- 
parison with the goods being appraised. Such adjustments 
must be based on sufficient information. 


Price Paid or Payable 


What are the adjustments which may be made to the price 
paid or payable? 


Under the provisions of the Customs Act, adjustments are to 
be made to the price paid or payable of imported goods in 
order to determine a transaction value. These adjustments 
include additions to the price paid or payable as well as 
deductions from the price paid or payable. These may be 
summarized as follows: 


Additions to the Price Paid or Payable 


To the extent that they are not already included in the price 
paid or payable of the imported goods, the following amounts 
are to be added in determining the transaction value: 


— certain commissions and brokerage; 

— all packing costs and charges; 

— the value of certain goods and services if provided free or 
at a reduced charge by the purchaser for use in the produc- 
tion of the imported goods (assists); 

— certain royalties and license fees; 


— the value of any proceeds from the subsequent resale, 
disposal or use of the goods which accrue to the vendor; 
and 

— the costs of transportation and associated costs relating to 
the movement of the goods to the place from which the 
goods were shipped directly to Canada. 


Deductions from the Price Paid or Payable 


The following amounts are to be deducted in determining the 
transaction value to the extent that they are included in the 
price paid or payable for the imported goods: 


— the costs of transportation and associated costs relating to 
the movement of the goods from the place from which the 
goods were shipped directly to Canada; 

— costs arising after the goods have been imported 
(reasonable costs incurred for the following services): 


(i) Construction, 

(il) erection, 

(iii) assembly, 

(iv) maintenance, 

(v) technical assistance; 


— import duties and taxes. 
For additional information please refer to Customs draft 


Memorandum D13-2-4 (GATT), ‘““Adjustments to the Price Paid 
or Payable’. 


Can any other adjustments (additions or deductions) be made 


- to the price actually paid or payable, other than those itemized 


in Question 16? 


No. The law specifically identifies the adjustments to be made 
to the price paid or payable and these are the only adjust- 
ments that can be made. 


Under the transaction value system, the value for duty is 
exclusive of any costs, charges or expenses incurred for 
transportation and associated costs from the place of direct 
shipment in the country of exportation. What costs are 
excluded? 


As indicated, any costs, charges or expenses incurred in ship- 
ping the goods from the place of direct shipment in the coun- 
try of exportation to the delivery destination in Canada would 
not be included as part of the transaction value. The following 


19.Q. 


costs, charges and expenses would be excluded from the 
price paid or payable: 


(1) the cost of transportation; 

(2) loading, unloading and handling charges; 

(3) other charges and expenses associated with transporta- 
tion; and 

(4) the cost of insurance relating to transportation. 


Please see draft Memorandum D13-1-3 (GATT), “Transporta- 
tion and Associated Costs’, for an outline of the treatment of 
transportation and associated costs under each of the valua- 
tion methods. 


Would any allowance be made for construction or erection 
costs, incurred in Canada as part of the buyer-seller sales 
agreement, which have been included as part of the price paid 
or payable for the goods? 


Customs would allow any reasonable amount for such costs 
provided that such amount can be established based upon 
“satisfactory information” and is identified separately from the 
balance of the price paid or payable for the goods. 


What allowance, if any, will be made for Canadian inland 
freight, duties and taxes included in the price actually paid or 
payable? 


Any amount for such charges may be deducted, provided that 
the amounts have been included in the price paid or payable 
for the goods. 


What information would be required to determine any of the 
amounts required to be added to the price paid or payable in 
respect of any goods being appraised? 


Subsection 37(6) of the Customs Act prescribes that “suffi- 
cient information” is required to establish the amounts to be 
added to the price actually paid or payable. Under subsection 
35(2) of the Customs Act, ‘“‘sufficient information” is defined 
as “objective and quantifiable information that establishes the 
accuracy of the amount, difference or adjustment’. Examples 
of sufficient information would include commercial invoices 
showing the selling price and the transportation charges; price 
lists covering previous sales or sales to other purchasers, and 
financial statements showing the appropriate accounting 
statement pertaining to the individual situation. 
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22.Q. 


23.Q. 


A. 


Would activities such as advertising or promotion performed 
by a buyer on his/her own account be considered as an 
indirect payment? 


No. Even though such activities might be considered of 
benefit to the seller, they would not be considered a part of 
the price actually paid or payable. 


Discounts 


How are “discounts” treated under the transaction value 
method? 


Under the transaction value method most discounts may be 
deducted from the price paid or payable for the imported 
goods in determining a transaction value. If a discount is 
effected — that is, the obligation or condition to which a dis- 
count relates is fulfilled or met — prior to importation, the 
amount of that discount need not be included in the price paid 
or payable for the imported goods. However, with the excep- 
tion of cash discounts in certain instances, the amount of a 
discount effected after importation cannot be deducted from 
the price paid or payable for the imported goods. 


Are deferred quantity discounts allowable deductions under 
the transaction value method? 


No. Since a deferred quantity discount would not apply solely 
to the transaction undergoing appraisal, and the obligation or 
condition to which the discount relates would not have been 

met when the goods are sold for export to Canada, a deferred 


- quantity discount would not be an acceptable deduction. 


25.Q. 


A. 


In what instances would a cash discount be allowed after the 
date of importation? 


In certain instances, it may occur that a cash discount is 
available to the purchaser but, for various reasons, was not 
taken at the time of importation. For example, a firm in 
Canada purchases goods from a foreign manufacturer. The list 
price of the goods is $50,000.00 and the manufacturer grants a 
cash discount of 2% if payment is made within 10 days after 
the date of importation (2/10, net 30). At the time of importa- 
tion, the cash discount is available but not yet taken. If the 
importer indicates that she/he will take advantage of the full 
terms of the discount, Customs would allow the importer to 
exclude the amount of the discount from the price payable 


resulting in a total price payable of $49,000.00. However, the 
Importer may be required at a later date, to satisfy Customs 
that payment was made in time to qualify for the cash 
discount. 


Commissions 


26.Q. Must a selling commission be added to the price paid or 
payable for imported goods? 


A 


Yes. Under the transaction value system, selling commissions 
paid by the purchaser of the goods are to be included in the 
transaction value. If such amounts are not included in the 
invoiced price paid or payable for the imported goods then 
these additional costs should be added when calculating the 
transaction value. For example, if a buyer purchases goods 
through the seller’s agent and is invoiced separately for ser- 
vices rendered, this amount must be added to the price paid or 
payable in determining the transaction value. 


27 .Q. Must a buying commission be added to the price paid or 
payable for imported goods? 

A.A buying commission is not dutiable. Under the provisions of 
the Customs Act, fees paid by the purchaser to his/her agent 
for the service of representation in respect of a sale, need not 
be included in the transaction value of the goods. In this case, 
fees charged as part of a buying commission may be dis- 
regarded in calculating the transaction value of the goods. 
However, if a ‘buying commission” is part of the price actual- 
ly paid or payable and no separate transaction is shown, then 
the buying commission would be subject to duty. This occurs 
because there is no provision for deducting buying commis- 
sions from the price actually paid or payable if no separate 
transaction is shown. — 


F 


Assists 


28.Q. What are ‘“‘assists’’? 


29.Q. 


A. 


A. 


“Assists” is a term of convenience used by Customs to 
describe any of the following goods or services provided free 
or at a reduced charge by the purchaser for use in the produc- 
tion of imported goods. The value of such goods or services 
must be added when determining the value for duty. These 
include: 


— materials, components, parts and other goods incorporated 
in imported goods; 

— tools, dies, moulds and other goods utilized in the produc- 
tion of imported goods; 

— any materials consumed in the production of imported 
goods; 

— engineering, development work, art work, design work, 
plans and sketches necessary for the production of im- 
ported goods.* 


*Note: Engineering, development work, art work, design work, plans 
and sketches which are undertaken in Canada will not be 
regarded by Customs as constituting assists. 


in what instances are “assists” relevant to the determination 
of the value for duty? 


There are three instances in which assists are relevant in the 
determination of the value for duty: 


_(1) Under the transaction value valuation method, the value of 


any assist must be included in the transaction value of the 
goods being appraised. 

(2) Under the deductive value method, sales to a person who 
has provided an assist in respect of the goods sold in 
Canada, cannot be used to determine the price per unit of 
those goods. 

(3) Under the computed value method, the value of any of the 
goods or services in question is to be included in the cost 
of production in determining the value for duty, whether or 
not they were supplied free or at a reduced charge. 


How are “assists” to be valued? 


The value of an assist is to be determined in the manner laid 
out in Regulation 4 of the Valuation for Duty Regulations. 
These regulations are appended to the Customs Act. As well 
Customs has issued an outline which describes the manner in 
Peas Shue, ei! of the various types of assists is to 

e€ determined. This is found in draft Memoran -2- 
(GATT), ‘‘Assists’’. St aa 


If a person to whom the importer sells the imported goods in 

Canada furnishes an assist directly to the producer, at the 

request of the importer, would the value for such an assist be 

faites to the price paid or payable in determining the value for 
uty? 


Yes. The Customs Act states that an assist can be supplied 
directly or indirectly. 


Would an importer’s apportionment of an assist be acceptable 
if the plan of amortization is to be over a long period of time? 


Yes. Normally any such plan of amortization claimed by an im- 
porter would be acceptable to Customs as long as the method 
used is reasonable and consistent with generally accepted 
accounting principles. 


What is the transaction value of imported goods which con- 
tain assists (goods or services supplied directly or indirectly 
free of charge or at a reduced cost by the purchaser of the im- 
ported goods for use in connection with the production and 
sale for export of the goods)? 


In determining the value for duty, the value of the goods or 
services supplied by the purchaser would be added to the 
price paid or payable to the extent that the goods or services 
had been supplied by the purchaser to the vendor, free or at a 
reduced charge. This amount could be apportioned to the 
imported goods over either the shipment in question, the total 
of goods to be shipped, or the total goods produced to that 
point in time as long as the apportionment was in accordance 
with “generally accepted accounting principles”. 


34.Q. What is meant by “generally accepted accounting principles’? 


A. The term “generally accepted accounting principles” refers to 


the recognized consensus or substantial authoritative support 
within Canada or the country of production, as the case may 
be, at a particular time regarding: 


(1) which economic resources and obligations should be 
recorded as assets and liabilities; 

(2) which changes in assets and liabilites should be recorded; 

(3) how the assets and liabilities and changes in them should 
be measured; 

(4) what information should be disclosed and how it should be 
disclosed; and 

(5) which financial statements should be prepared. 


These standards may be broad guidelines of general applica- 
tion as well as detailed practices and procedures. Please refer 
to Customs draft Memorandum D13-1-8 (GATT), ‘“‘“Generally 
Accepted Accounting Principles’’, for additional information. 


identical or Similar 
Goods Method of Valuation 


35.Q. When are “identical goods” used as a basis for appraisal? 


A. Under the transaction value system, where the transaction 


value of the goods is unacceptable, value for duty is deter- 
mined on the basis of the transaction value of identical goods. 
This method prescribes that value for duty is assessed by 
reference to the transaction value of goods indentical to those 
being appraised, exported at the same or approximately the 
same time, and in the same quantities and at the same trade 
level as the goods being appraised. In instances when all 
these conditions cannot be met, adjustments to the transac- 
tion value of the identical goods may be made for differences 
in trade level and/or quantity between the identical goods and 
the goods being appraised. 


36.Q. 
A. 


37.Q. 
A. 


What are “identical goods”? 


Under the Customs Act “identical goods” are defined as 
goods which: 


(1) are the same in all respects including physical 
characteristics, quality and reputation, as the goods being 
appraised, except for minor differences in appearance that 
do not affect the value of the goods; 

(2) were produced in the same country as the goods being 
appraised; and, 

(3) were produced by or on behalf of the producer of the goods 
which are being appraised. 


In cases where there are no “identical goods” produced by the 
same producer, “identical goods” may include goods imported 
from another producer in the same country of export. 


Note: Imported goods incorporating the following assists 
which are undertaken in Canada and provided free or at 
a reduced cost by the purchaser for the production of 
imported goods would not be considered to be identical: 


(1) engineering; 

(2) development work; 
(3) art work; 

(4) design work; and 
(5) plans or sketches. 


When are “similar goods” used as a basis for appraisal? 


In cases where the “identical goods” cannot be used as a 
method of valuation, the Customs Act provides for the 
appraisal of the imported goods using similar goods. The 
requirements for this method are the same as those for the 
identical goods method, except that the goods used as the 
basis for determining value are “similar to” rather than “iden- 
tical to” the goods being appraised. 
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38.Q. 
A. 


What are ‘“‘similar goods’? 


The Customs Act defines ‘“‘similar goods” as imported goods 
which: 


(1) closely resemble the goods being appraised in respect of 
component materials and characteristics; 

(2) are capable of performing the same functions and are com- 
mercially interchangeable with the goods being appraised; | 

(3) were produced by or on behalf of the producer of the goods 
which are being appraised. 


In instances where there are no “similar goods” produced by 
the same producer, ‘‘similar goods” may include goods 
imported from another producer in the same country of export. 
As well, the definition of “similar goods” is subject to the 
same restrictions noted under “identical goods’’. 


39.Q. What requirements must be met for the value for duty to be 


A. 


based on the transaction value of identical or similar goods? 


There are three basic requirements which must be met. These 
are: 


(1) the value for duty of the identical or similar goods must be 
based on an acceptable transaction value; 

(2) the identical or similar goods must be exported at the 
same or substantially the same time as the goods being 
appraised; and 


_ (3) the identical or similar goods must be sold to a purchaser 


40.Q. 


at the same or substantially the same trade level, and sold 
in the same or substantially the same quantities as the 
goods being appraised. 


The goods being appraised have been sold to one commercial 
level (i.e. wholesale) or in a certain quantity and an identical or 
similar product to another level (/.e. reta/) or another quantity. 
lf an appropriate adjustment cannot be made to the price to 
adjust for such a difference, can transaction value of identical 
or similar goods be used to determine value for duty? 


No. If the transaction value of an identical or similar product 
requiring an adjustment for commercial level or quantity can- 
not be appropriately adjusted, then the transaction value of 
identical or similar goods cannot be used. 


41.Q. 
A. 


42.Q. 


Can goods be considered identical or similar if they incor- 
porate Canadian development costs? 


No. The Customs Act provides that no product will be con- 
sidered as identical or similar if it reflects or incorporates 
development work done in Canada (assist). 


Under the legislation, there would be no valid way to appro- 
priately adjust for such additional costs. Whether the goods to 
be appraised did or did not reflect development work done in 
Canada, they cannot be compared with identical or similar 
goods which do reflect development work done in Canada. 
(See also note to question 36, concerning identical goods.) 


Can an adjustment be made to the transaction value of an 
identical or similar product based on a manufacturer’s will- 
ingness to sell at a price to a certain trade level or at a certain 
quantity? 


No. Any adjustments must be based on sufficient information. 
A manufacturer's statement or willingness to sell at a price 
would not be satisfactory in this regard. However, a bona fide 
price list may be considered adequate as sufficient informa- 
tion. For example, suppose the imported goods being valued 
consist of a shipment of 100 units, the only identical imported 
goods for which a transaction value exists involves a sale of 
500 units, and the seller grants quantity discounts. 


An adjustment for the difference in quantity is this case could 
be made by referring to the seller's bona fide price list and 
using the price applicable to 100 units. 


Note: There need not have occurred sales at all prices; the im- 
portant factor is that the price list has been established 


as a bona fide price list. 


43.Q. 


A. 


44.a. 


46.Q. 


Does the expression “at the same or substantially the same 
time” imply a time after the date of exportation? 


Yes. This term includes a time frame before and on the date 
of exportation, as well as after the date of exportation. 
Generally, the expression “at the same or substantially the 
same time’ will be taken to mean a period extending 30 days 
prior to and 30 days following the exportation of the goods. 


References to the ‘‘time element” are contained in Customs 
draft Memoranda D13-2-3 (GATT), “Related Persons’, and draft 
D13-3-1 (GATT), ‘Application of Sections 38 and 39 of the 
Customs Act”. 


in determining the transaction value of identical or similar 
goods, will offers for sale be accepted? 


No. Offers for sale cannot be accepted. The transaction value 
of identical or similar goods must be based on a valid transac- 
tion value which can only be obtained if a sale of the goods 
imported has occurred. | 


For identical or similar goods, is there any requirement that 
the country of exportation be the same as the country of 
exportation of the goods being appraised? 


No. The only requirement is that the country of production be 
the same for both the goods being appraised and for the iden- 
tical or similar goods. 


Deductive Value 
Method of Valuation 


What is the deductive value method? 


Under this method, value for duty is based on the sale price in 
Canada of the goods being appraised, or identical goods or 
similar goods, from which may be deducted certain costs, 
charges and expenses, in addition to an amount for profit and 
general expenses realized by the Canadian vendor in making 
the sale. The deduction for profit and general expenses is the 
amount generally reflected on sales in Canada of goods of the 
same class or kind. 


47.Q. 


A. 


49.a. 
A. 


Generally speaking, under what circumstan 
| ’ ces woul 
deductive value method be used? ‘tea 


In situations where the previous three methods of valuation 
are not appropriate, the importer may apply the deductive 
method. Although it is anticipated that deductive value would 
not be used frequently, there are several circumstances where 
deductive value may be used. They include: consigned 
shipments, related-party transactions (where the transaction 
value proves unacceptable), situations where an appropriate 
adjustment to transaction value cannot be made and cases 
where there is no selling price at the time of importation. 


Can the deductive value method be used to appraise goods 
where they are resold in Canada to persons who supply 
assists for the goods? 


No. The Customs Act specifically provides that the deductive 
method is not applicable in any case where the resale in 
Canada is made to a person who supplied any assist for use 
in connection with the production or sale for export of the 
goods concerned. 


What is meant by a price per unit? 


A price per unit is the price at which the greatest number of 
units of the goods being appraised, identical or similar goods 
are sold in Canada (the preponderant price) by the importer. 
These sales must occur at the same or substantially the same 
time as the time of importation of the goods being appraised, 
or within 90 days after the time of importation or within 180 
days, if the goods being appraised required further processing. 
The price per unit must be determined in respect of sales at 
the first trade level after importation to unrelated persons and 
to persons who have not supplied an assist to the producer in 
respect of the imported goods. 


In determining a price per unit, what would constitute a suffi- 
cient number of sales when applying the deductive method? 


No definite quantity can be stated. Given that circumstances 
and marketing practices may vary, any question regarding suf- 
ficiency of the number of sales from which a price per unit Is 
drawn will be determined by Customs on a case-by-case basis 


as the need arises. 
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How is the “usual” amount for profit and general expenses 
determined? 


The usual amount is the amount which is generally earned or 
reflected on a unit basis in sales of imported goods of the 
same class or kind in Canada. This amount could be deter-. 
mined over a representative period in which the greatest 
aggregate volume is sold. 


What is meant by “goods of the same class or kind’? 


“Goods of the same class or kind” means imported goods 
that are within a narrow group or range of imported goods pro- 
duced by a particular industry or industry sector that includes 
identical or similar goods in relation to the goods being ap- 
praised. 


Must goods of the same class or kind be from the same coun- 
try of exportation as the goods being appraised? 


No. For the purposes of applying the deductive method, the 
country of exportation of goods of the same class or kind 
need not be the same as the goods being appraised. The only 
requirement is that the goods concerned be imported goods. 


if the importer realizes no profit on the resale of the goods, 
would this mean that his figures were not consistent with 
those generally earned? 


The importer’s profit and general expenses are considered 


~ together as a whole. If the combined amount of the importer’s 


profit and general expenses is consistent with the combined 
amount which is generally earned or reflected on a unit basis 
in sales of imported goods of the same class or kind in 
Canada, then the importer’s amounts can be used. 


————— 
SERENE pcp napa 
en eee 


Computed Value 
Method of Valuation 


55.Q. What is meant by the computed value method? 


A. The computed value method is the ‘next’ or fifth method used 
for determining valuation under the Customs Act. The legisla- 
tion provides that at the request of the importer, the order of 
application of the deductive value method and the computed 
value method may be reversed. In applying this method, the 
computed value consists of the sum of the costs of materials 
and production or other processing including packing costs 
and charges, assists, and engineering, development work etc., 
undertaken in Canada. In addition, an amount for profit and 
general expenses equal to that usually reflected in sales to 
Canada by producers in the country of export of goods of the 
same class or kind as those being appraised will be added in 
calculating the computed value method. 


56.Q. In what situations would the computed value method most 
likely be used? 


A. The computed value method is used in cases where the condi- 
tions of the transaction involving the imported goods are such 
that the importer cannot determine the value for duty under 
any of the previous methods of valuation. This would most 
likely occur in instances involving related-party transactions 
where the transaction value is not acceptable or where an 
appropriate adjustment to the transaction value cannot be 
made and the goods are not resold in Canada. The computed 
value method may also be employed in instances where, at the 
importer’s request, the order of application of the deductive 
value method and computed value method is reversed. This 
special provision is provided under Section 36 of the Customs 


Act. 


57.Q. Do goods of the same class or kind have the same meaning 
under computed value as they have under deductive value? 


A. The basic definition is the same. However, under the com- 
puted value method, in order for goods to be of the same 
class or kind, they must be exported from the same country 


as the goods undergoing appraisal. 
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58.Q. Two of the amounts to be added in determining the computed 


value are the cost or value of: 1) the materials; and 2) the pro- 
duction or other processing of the imported goods. When 
establishing figures for materials and production, when would 
value be used instead of cost? 


Value would only be used by Customs when the actual cost to 
the producer is not available. However, in the case of assists, 
the value would be used in establishing production costs 
except for development work undertaken in Canada which 
would be included only to the extent that it is charged to the 
producer. 


59.Q. When would the profit and general expenses of the producer 


A. 


of the goods undergoing appraisal not be added as a compo- 
nent of computed value? 


The profit and general expenses of the producer of the goods 
undergoing appraisal would always be used, unless the profit 
and general expenses are inconsistent with the amounts 
usually reflected in sales of goods of the same class or kind 
that are made by other producers in the country of exportation 
for export to Canada. In this case, the amount added for profit 
and general expenses would be based on information drawn 
from an examination of sales for export to Canada. The sales 
examined would be of the narrowest group or range of goods 
of the same class or kind as the goods being appraised in the 
country of export, including the goods being appraised, from 
which sufficient information can be obtained. 


A situation may occur where a producer has made no profit on 
the sale of goods to Canada, although the total amount of 
general expenses is consistent with those for both profit and 
general expenses in sales of goods of the same class or kind 
by other producers. Could the producer’s general expense 
figures be used in calculating the computed value, even 
though no profit has been realized? 


Yes. This would be acceptable. Under the computed value 
method, profit and general expenses are taken as a whole. In 
the above example, the producer’s general expense figure 
would be compared with the combined profit and general 
expenses on the sale of goods of the same class or kind by 
other producers. If the figures are consistent, then the lack of 
profit would be acceptable under the computed value method. 


61.a. 
A. 


Residual Method 
of Valuation 


What is the residual method? 


If the value for duty cannot be determined using one of the 
preceding methods, the Customs Act provides a residual 
method. The value for duty will be based on a value derived 
from one of the preceding methods, interpreted in a flexible 
manner and based on information available in Canada. In ap- 
plying the previous sections flexibly, the principles of valua- 
tion must be respected. The following example illustrates how 
the residual method may be applied. Although no sales which 
meet the 90 day requirement stipulated under the deductive 
method are available, a sale has occurred 100 days after the 
importation of the goods being appraised. Using a flexible 
application, it may be possible to use this ‘100 day’ sale as the 
basis for determining the value for duty under the residual 
method, provided the requirements of the deductive method 
are otherwise met. 


In practice, each case will be considered by Customs on its 
own merits. 


What documentation would be required to substantiate a 
value for duty using the residual method of valuation? 


Customs may require the importer to provide such documen- 
tation as contracts for sale, price lists, financial statements, 
commercial invoices, bills of lading etc. to ultimately satisfy 
the Department that a value could not have been determined 
using the five preceding valuation methods. 


What are some examples of flexibility in applying the residual 
method? 


In the case of identical or similar goods: 


(1) the requirement that they must be exported at the same or 
substantially the same time as the goods being appraised 
could be flexibly interpreted; 

(2) the requirement that the country of production be the same 
as the goods being appraised could be flexibly applied. 
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